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TRUSTS 

HENRY C. ADAMS 

A trust may be defined as an industry which, on ac- 
count of its size or of its form of organization, exercises 
a dominating influence on the production or the sale of 
the goods ill which it deals. This definition renders 
two important services. It draws a clear line between a 
great industry and a trust organization of a great indus- 
try, and it provides a test for determining what industries 
have attained the trust organization. 

Four lines of argument may be found in current dis- 
cussion designed to reconcile us with the existence of 
exclusive industries. The first is that trusts are the 
result of natural law and are a healthful industrial 
evolution; the second is that the economic law of 
competition persists, no matter what the form of indus- 
trial organization; the third is that trusts are produc- 
tive and should receive our approval for the same reason 
that we grant approval to a labor-saving machine; and 
the fourth is that common law principles already pro- 
vide adequate remedy for any conceivable abuse of the 
liberty of contract. Let us give a moment's considera- 
tion to each of these lines of argument. 

I. TRUSTS ARE THE RESULT OF NATURAL LAW 

The organization of competing corporations into a 
single all-embracing business enterprise is regarded by 
the first class of trust apologists as a normal step in in- 
dustrial evolution. Upon this point Professor Gunton 
expresses himself as follows: "One of the marked 
features of the economic development of the century is 
the radical change that has taken place in the character 
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of competing units. Under the primitive hand labor 
method the competing unit was the individual. With 
the development of factory methods the individual, as a 
competing unit, was superseded by partnerships, because 
they could more economically employ the new methods. 
With the growth of invention, partnerships were super- 
seded by corporations. With the growing complete- 
ness of machinery and magnitude of business, corpora- 
tions grew larger and larger, until the corporation is 
now the prevailing form in the most advanced coun- 
tries. In short, the progress during the 
nineteenth century has irrevocably established the 
group as the competing unit ; the union as the unit on 
the labor side, the corporation' as the unit on the capi- 
tal side." The trust is characterized by Professor Gun- 
ton as the successful experiment of many recent experi- 
ments in the evolution of the industrial unit. 

So far as history is concerned nothing can be said in 
criticism of the above statement, except that it tells but 
half a truth. It overlooks the essential point that with 
every step in the modification of the business unit it 
has been found necessary to prescribe new legal condi- 
tions for the direction and control of industry. Every 
close student of political economy knows that the doc- 
trine of competition, as foreshadowed by Locke, and 
Hume, and as expressed by Adam Smith, was formu- 
lated for a society which rested on tools, and that the 
introduction of the factory system necessitated a modi- 
fication in the statement of the laws of competition and 

II am obliged to assume that by this phrase "the corporation" 
Professor Gunton means the trust corporation which results from the 
organization of previously competing corporations into the gigantic 
corporation. He cannot mean simply the corporation as a form of 
industrial organization, inasmuch as such an interpretation would 
limit his historical reference to the middle of the nineteenth century. 
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of the statutory conditions under which factories were 
permitted to operate. He is also familiar with the 
further fact that the appearance of the private corpora- 
tion about i840, which by i870 had become a pre- 
valent type of industrial organization, necessitated a 
second reorganization of the law of competition, and was 
the direct occasion of enactments designed to guard the 
public from threatened evils. The natural conclusion 
from this appeal to history, when the full story is told, 
is not that trusts are a sacred product of natural evolu- 
tion, superior to statutory control, but rather because 
they are a uew form of industrial organization, that 
they should be met by a new expression of the law of 
competition and by a new statement of statutory rights 
and duties. He is a superficial thinker who sees in this 
appeal to history a reason why trusts should be permit- 
ted an uncontrolled development. In any comprehen- 
sive view of society the institution of the state, which 
rests on coercion, is as natural as the institution of com- 
mnerce which rests oin voluntary association, and as such 
has an equal right in logic to claim whatever presump- 
tion lies in the theory of evolution or in the doctrine 
of natural law. 

II. IS TRUST COMPETITION EFFECTIVE COMPETITION ? 

We come now to a consideration of those publicists 
who assert that competition persists as a controlling 
force ill industry notwithstanding the consolidation of 
competing companies into a single organization. "Com- 
petition," says one of our leading sociologists, "disap- 
pears in one form only to reappear ill another." This 
is an eminently sane and just observation and one that 
1o economist would care to deny. It is incumbent upon 
us, therefore, to inquire what the new form of conipeti- 
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tion is by which this new manifestation of industrial 
power is to be controlled, and to ask if it is competent 
for the task of control. 

This class of ideas presents itself under two forms, 
namely, the claim that competition exists between com- 
modities offered for sale, and the claim (or possibly 
merely the implication) that we may safely rely upon 
the substitution of potential competition for active comn- 
petition. 

The logic of that apology for trusts which rests upon 
the claim that competition of goods will persist notwith- 
standing the trust organization of industry, may be sug- 
gested by the following concrete illustration. If the 
manufacture of shoes be monopolized, and the monopo- 
list charge too high a price for shoes, while the inanu- 
facturer of bonnets, with a keener insight into the 
psychology of the purchaser, places the price of bonnets 
on a relatively lower plane, the ladies of the country 
will choose to go barefoot and spend more in bonnets. 
This will curtail the sales of the shoe monopolist, and 
he will, as a result, reduce the price of shoes. Possibly 
Professor Giddings' statement of the argument may be 
preferred. He says: "When one group of producers 
demands unusually high prices, all other groups of pro- 
ducers can very considerably increase their sales in 
virtue of that law of human nature accordin-g to which 
men can and do, to a great extent, substitute one group 
of conveniences and pleasures for another, postpone cer- 
tain enjoyments for the time, and distribute their ex- 
penditures at all times in such a way as to obtain the 
greatest satisfaction for a given outlay." 

This expression of the competitive principle is uni- 
versally conceded, but before one accepts it as a satis- 
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factory apology for trusts, there are two observations to 
which attention should be called. 

In the first place, it should be observed that the full 
limit of the influence of competition among monopolists 
for their respective shares of the people's income, is to 
guard the consumer against flagrant abuse of monopo- 
listic power, and this, I submit, is a poor substitute for 
that phase of competition by which the public is guar- 
anteed that the price of goods will not exceed their cost. 
The restraining influence of the fact that if prices are 
too high sales will be curtailed, is a familiar line of 
reasoning, but Professor Giddings is the first writer, so 
far as I am aware, to imply that this phase of competi- 
tion would grant the same protection as would be 
granted by free competition between independent pro- 
ducers. The latter phase of competition is a guarantee 
that the market price will not permanently stand above 
the cost of the goods; the former is merely a guarantee 
that the market price of goods produced by monopolists 
will not be so high as to defeat profitable sale. 

My second observation is, should this phase of com- 
petition prove to be a real check upon the profits of 
centralized industries, the same considerations which 
lead to the consolidation of independent producers in 
the same line would lead to a consolidation of monopo- 
listic competitors in all lines. But this is so bizarre an 
idea that I will not claim your time for its discussion. 

W~That now shall we say of the suggestion that, active 
competition having been suppressed, the public may 
still place reliance upon potential competition as a 
guarantee of fair treatment on the part of monopolists ? 
This I understand to be the position held by Professor 
Clark. By the side of this consideration there should 
be placed also the suggestion of Professor Jenks that ex- 
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perience on the part of trust managers will induce them 
to become more and more conservative in the use they 
make of their monopolistic power. He, too, like Pro- 
fessor Clark, relies upon the claim that the abuse of 
power invites competition. 

I have no desire to deny that potential competition 
exists, nor that it is capable of exerting a certain degree 
of influence upon the manner in which a monopoly is 
administered. That, however, is not the question. The 
point at issue is whether the public is justified in placing 
sole reliance upon potential competition, active competi- 
tion having disappeared with the disappearance of the 
actively independent producer. 

I confess it seems to me that the statement of such a 
proposition carries with it its own refutation. The 
establishment of a new commercial enterprise is by no 
means an easy task. In the first place, considerable 
time must elapse between the beginning of an invest- 
ment and the completion of the plant, and the capital 
invested must either forfeit its earnings during this 
period, or more capital must be borrowed and charged 
to cost, with which to pay dividends on outstanding 
stock. In the second place, the investor must take into 
consideration the necessary loss incident to mistakes 
due to inexperience. A successful manager cannot be 
found every day and we may be sure that the best talent 
is in the service of industries already organized. In the 
third place, the building of a factory is not the building 
of a business, the most difficult part of establishing a 
new industry consists in securing an assured market. 
And finally, the power of the trust over the avenues of 
sale are so secure, that free capital and free labor will 
hesitate a long time before venturing to enter into active 
competition. All this means a very considerable margin 
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of excessive profit before latent competition can be 
brought into play. 

This class of facts is as well known to the manage- 
ment of the trust as to those who are seeking investment 
for free capital. Is it not evident, therefore, that the 
administrators of a trust will calculate upon this barrier 
against the inroad of competition and adjust prices 
accordingly? The interests of a trust are not placed in 
the hands of fools or of cowards, and, in view of the 
many difficulties incident to the establishment of new 
industries, are we not justified in saying that potential 
competition can not go farther than to obviate the most 
flagrant abuse of power. The American people have 
been taught that the fair price is the cost price. For a 
century they have proceeded upon the assumption that 
active competition is necessary to guarantee this fair 
price, and, in view of the manifest inequalities in the 
strategic position occupied by a monopoly already estab- 
lished, and by a competing concern to be established, it 
is doubtful if any amount of argument can induce them 
to rest satisfied with potential competition. 

III. ARE TRUSTS PRODUCTIVE ? 

There is another class of writers who rest their apology 
for trusts upon the claim that organization is a produc- 
tive principle and that trusts, which represent the appli- 
cation of this principle to manufactures, are bona fide 
producers. This means that the consolidation of com- 
peting industries is a step in industrial betterment the 
same in kind, and to be followed by the same advantages, 
as the substitution of machinery for tools, or the intro- 
duction of any method or process by which, for a given 
amount of labor, a relatively larger amount of wealth 

7 
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may be produced. We can not accept the fact that 
men have found it advantageous to consolidate com- 
peting industries as proof that such consolidations are 
productive, for such a conclusion overlooks the distinc- 
tion between product and profit. It is conceivable 
that a highly centralized industry may increase profit 
to the corporation while contributing nothing to the 
product of the nation; and it may be that a desire to 
obtain the former rather than to promote the latter lies 
back of trust organization. It is consequently, perti- 
nent to inquire whether or not the trust is truly pro- 
ductive. 

There is nothing mysterious about the process of pro- 
duction. It consists ill the application of labor to the 
making of useful goods or the rendering of useful ser- 
vice. It includes agriculture, the object of which is 
to secure possession of raw material ; it includes manu- 
facture, which consists in fashioning material to meet 
the needs of consumption; it includes commerce, which 
consists in the transportation of material and product to 
the consumer. M\'Iodern refinements of economic theory 
respecting value have not seriously modified this funda- 
mental structural description of what constitutes indus- 
try. If, now, it be true that the amalgamation of inde- 
pendent competitors constitutes a productive process, 
that productivity must show itself in one of the three 
lines of activity described. Under no other assumption 
is it reasonable to say that the trust organization is pro- 
cluctive in the sense that the invention of a labor saving 
machine is productive. 

So far as that phase of commerce which has to do 
with transportation is concerned, it is admitted that the 
size of plant and density of traffic are a rough measure 
of productive ability. Can the same be said of the pro- 
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cess of manufacture ? Is it like railways, subject to the 
law of increasing returns ? Consider what is implied in 
such a concession. If this be true there is no assigna- 
ble limit to the profitable size of a manufacturing plant. 
If this be true, the principle of monopoly inheres in the 
manufacturing industry. If this be true there is the 
same reason why government should interfere in the 
manufacturing industry as there is why government 
should undertake the control of railways. While admit- 
ting that these considerations open tip a field of economic 
theory as yet but partially explored, I confess I am 
unable to grant such conclusions. To me, it seems 
clear that the process of manufacture is subject to the 
law of constant returns and that, on this account, the 
thought of monopoly is foreign to its nature. Both 
analysis and experience make evident the fact that 
beyond a certain point, increase in the size of a manu- 
facturing plant does not contribute to economy. The 
growth of the typical industry during the past century 
and a half should cast no doubt upon this conclusion, 
for this growth, so far as it inheres in the nature of the 
mantufacturing processes, is primarily the result of new 
inventions and of new applications of the principle of 
division of labor. If, now, the only normal motive for 
increasing the size of manufacturing industries be to 
make room for a new invention, it is evident that, at any 
particular time in the development of commercial arts, 
there is for every branch of manufacture a size which 
enables the full realization of the principle of division 
of labor. This may be termed the size of maximum 
productivity, and provided a manufacturer has sufficient 
capital to enable him to own a plant of this maximum 
size, he can easily hold his own in the world of compe- 
tition. Indeed, an increase in size beyond this point, 
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unless it be a complete duplication of the plant, will 
result in a decrease of efficiency, for it introduces confu- 
sion into what before was a perfected application of the 
principle of division of labor. 

The converse of this is also true. If a manufacturer 
fails to increase his capital to the size required for the 
most effective use of machinery, he will be forced to 
the wall, a fact which suggests the observation that, 
not only are trusts in themselves unproductive, but they 
will, if they gain control of the industrial field, tend to 
check development in the technique of industry. It 
does not lie within the purely commercial motive to 
force a monopolist to adopt the latest and most effective 
mechanical devices. On the contrary, the monopolist 
waits upon the wear of old machinery before adopting 
improved methods. If you ask what is the funda- 
mental explanation of the tendency towards the con- 
solidation of manufacturing plants, I reply, it is the 
desire on the part of the proprietors of inferior plants 
to shield their capital from the competition of more 
perfect methods of production. The man with a poor 
plant sets the ball rolling by offering goods at cut-throat 
prices, for lie has little to lose and much, possibly, to 
gain; the manl with the best plant, seeing the advant- 
age due him from his enterprise threatened by this 
predatory competition, tries first to club his free booter 
rival into submission, and if he fails in this, takes him 
into partnership. This is the way in which trusts 
grow. The initial motive is to secure an income 
from poor capital. The final result of organizing 
industry in response to this motive will be to check 
enterprise. Just at present, while the process of con- 
solidation is going on, and while the vision of a world's 
market is before the American manufacturer, it may be 



345] Trusts 101 

that trusts tend to render general the best methods 
of production; but the end is not yet. Monopoly 
is now what it always has been. The only means of 
perpetuating itself is by stifling energy and limiting 
progress. In response then, to the inquiry respecting the 
productivity of trusts, there seems but one answer. Con- 
fining the question to the process of manufacturing, not 
only does the amalgamation of independent producers 
into a single industrial organization contribute nothing 
to the cheapness of the process of manufacture, but 
allowed its normal development it will, to speak mildly, 
tend to dampen the ardor for improvement, and thus 
bring us to the beginning of the end of the " industrial 
revolution." 

It may be urged that I overlook the savings incident 
to great organizations. No, I do not overlook the pos- 
sibility of savings. Savings incident to great indus- 
tries are of two kinds: first, the production of by- 
products in sufficient quantities to make their collection 
and preparation for the market profitable, and second, 
the avoidance of unnecessary expense in the adminis- 
tration of the business and in the sale of the product. 

So far as by-products are concerned, provision has 
already been made for them in the statement that the 
normal size of a productive industry tends to increase 
with every improved appliance or perfected process. 
The discovery of a new by-product may necessitate an 
increase in the size of the plant, but the increase thus 
necessitated, is limited to the size required for collect- 
ing these products in profitable amounts. In order, 
therefore, to introduce the saving of by-products into 
an argument for the support of an organization of the 
country's industries in which each product is repre- 
sented by a single producer, it would be necessary to 
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show that nothing less than 75,000,000 of consumers 
would furnish a market sufficiently extended to warrant 
an industry of the size required by maximum efficiency. 
Such an assumption is absurd, and doubly absurd when 
to the home market of 75,000,000 of consumers we add 
the world's market. Large industries may be necessary 
to enable the savings of by-products, but not a trust of 
large industries. 

With regard to savings in administration through 
consolidation, I confess I am somewhat skeptical. It is 
true that the number of presidents may be decreased, 
but what shall we say of the salaries of those that 
remain ? It is true that expenditure for advertising may 
be reduced and the payroll of travelling salesmen cur- 
tailed; but we are entirely in the dark as to the extent 
of this saving. In the absence of information we are 
obliged to go back to analysis and to rely on funda- 
mental principles. If the manufacturing industry can 
be organized like an army, if the decision of the manage- 
ment in one case may be generalized into a universal 
order, if, in short, the process of making and selling 
goods is a process en gross, like transportation, and not 
a process that commands at every step the personal 
attention of trained intelligence, then we might talk of 
savings in administration incident to consolidation. But 
such is not the character of the manufacturing industry. 
The nature of the manufacturing process does not per- 
mit of such savings at least to the extent that it becomes 
a controlling consideration in the organization of the 
business. Moreover, these arguments do nlot fit well 
together. Laborers, we are told, are to get more for 
their work, investors are to get more on their capital, 
and, so far as we can learn, the salary list of officers is 
not greatly decreased. Where, then, in view of the fact 
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that the inevitable tendency of nionopoly is to stifle 
invention, is there any saving that the public is able to 
see. There remains only advertising and travelling 
men, a mere bagatelle, if exception be made for patent 
medicines, as compared with the average of expenditures 
incident to great enterprises; and I submit that the 
abandonment of active competition which is the only 
guarantee the public has for continued development in 
the technique of industry and for fair treatment upon 
the market, is a high price to pay for the destruction of 
ten cent magazines and the suppression of the travelling 
fraternity. 

If trusts are not productive, are they profitable ? Yes, 
trusts are profitable. They are profitable to their pro- 
motors and to those who by means of them are able to 
convert the common stock of a sinking concern into the 
preferred stock of a consolidation, provided the consolid- 
ation enjoys a monopoly of the market. The promotor 
makes money by over capitalization. For him the 
organization of a trust is merely a new phase of the old 
stunt of crystallizing a temporary advantage into a 
vested interest and then selling it out to innocent 
holders. But I cannot follow farther this line of 
analysis. 

POSSIBLE SOLUTIONS 

This paper would be incomplete as an introduction 
to general discussion should it contain no reference to 
the solution of the trust problem. As indicating the 
general point of view, it may be remarked that it is a 
mistake in strategy, if not, indeed, in logic, to treat the 
trust as though it were an industrial institution like the 
corporation or the trades-union. The trust is rather a 
phase of corporate activity called into prominence by a 
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combination of causes. It is, therefore, possible to 
destroy what we call the trust without impairing the 
efficiency of capital or the productivity of labor. A sat- 
isfactory programine of reform must touch the underly- 
ing causes of this present phase of industrial consolida- 
tion. I cannot, of course, speak of all these causes, but 
venture to mention three, each of which should have a 
place in any programnme for the correction of prevalent 
abuses. 

First. A survey of the past hundred years of industrial 
change makes evident the fact that industry on its 
mechanical side has developed more rapidly than on the 
side of management and administration, and in any final 
explanation of congested competition, a phrase which 
appears to me to suggest a fairly accurate diagnosis of 
the industrial ills of our time, the scarcity of business 
talent holds an important place. I do not regard this as 
a fundamental explanation of trusts, but as a contribu- 
tary condition of deep significance. In so far as the 
centralization of industrial power is traceable to failure 
in the supply of business ability, no permanent relief 
from the evils of trusts may be expected until the highest 
grade of business intelligence becomes the common pos- 
session of the business world. The trust may be regarded 
as a corner in business insight, business talent and busi- 
ness courage. Many agencies mnuist cooperate to break 
this corner, but among these agencies none should be 
assigned a more important role than the universities 
and colleges of our land. When high grade commercial 
education comes to be acknowledged as a legitimate and 
dignified phase of university instruction, and made 
attractive for young men ambitious for business success, 
the first step will have been taken toward the restora- 
tion of those conditions in which healthful competition 
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can, again control industry. From the point of view of 
our universities the solution of the trust problem means 
the development of courses in higher commercial educa- 
tioiil. 

Second. A study of the market since the introduc- 
tion of steam transportation makes clear the fact that 
the temporary collapse of the competitive principle 
pertains to the transportation and sale rather than to 
the manufacture of goods. How far the recognition of 
this fact might lead the government in the regulation 
of the market, no one can sayl; but one point is clear. 
That which gives character to the modern market is 
the rtile according to which payment is made for the 
service of transportation. This ineans that the railway 
problem lies at the bottom of the trust problem. In 
making this statement, however, I am unwilling to con- 
cede that the solution of the railway problem is limited 
to the guarantee of equal facilities to all shippers 
at the same price. The heart of the problem lies 
deeper. If the mischievous features of trusts are to be 
dissipated through the agency of railway reform, 
that reform cannot be arrested until the principles 
of public utility, rather than cost of service, becomes 
the ruling consideration in the formation of freight 
and passenger schedules. Before an audience of econ- 
omists it is not necessary to develop such a sug- 
gestion, but I may, perhaps, indicate the extent to 
which my mind has been forced along this line of 
reasoning by the remark, that the railway problem will 
not have been solved until the manufacture and the 
sale of goods is again brought under the control of 
normal and healthful competition. Should this require 
the nationalization of railway property I find myself 
constrained to admit that the dangers incident to such 
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a policy are of relatively less significance than the 
dangers with which our industrial organization is 
threatened by the perpetuation and further develop- 
mnent of manufacturing and commercial monopolies. 

From, the point of view of government theen, the 
solution of the trust problem demands before all else, 
an efficient governmental control of the business of 
transportation, to the end that all manufacturers may 
be treated alike in the markets of the nation. The 
truth is that the monopolistic features of trusts pertain 
to the buying of material and to the selling of goods. 
It is market conditions and not manufacturing condi- 
tions that should claim the attention of the reformer. 

Third. Neither the paucity of business talent nor 
the mal-adjustmnent of railway schedules is adequate 
to fully explain the tendency toward monopoly among 
manufacturers. Mention must be made of a third cause 
equally potent and infinitely more difficult of adjust- 
ment. I refer to labor organizations. The question as 
to whether trades-unions can or cannot raise wages is a 
familiar one to economists, but one feature involved in 
this controversy seems to have been overlooked. He 
who follows the logical development of the concession 
made by John Stuart Mill,-namely: that organization 
among workmen can increase the price of the commodity 
which they sell,-will be brought, sooner or later, to 
the conviction that every step in the rise of wages, 
traceable to the demand of workmen for higher pay, 
results in the disappearance of those employers who, 
under the old rate of pay were just able to maintain a 
profitable existence. Expressed in a sentence, this 
means that every successful strike sets in motion those 
forces which result in the concentration of industry. 
Trades-unions may raise wages, but they do so at the 
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expense of the small employer. If this be true, it is 
evident that the solution of the trust problem, or per- 
haps it would be better to say the readjustment of in- 
dustrial forces and conditions by which the principle of 
commercial competition will be placed again in the seat 
of control, can not be attained without a final determina- 
tion of the relative rights and duties of employers and 
employes, and the evolution of an organization, partly 
political, partly industrial, by which these rights and 
duties may be expressed, and through which they may 
be realized. 

From the point of view of the economist therefore 
the solution of the trust problem means a more perfect 
analysis of industrial conditions and a more perfect 
understanding of the moral rights and obligations of 
labor. Of one fact we may rest assured. If the in- 
dustrial analysis be clear, and the moral rights be plain, 
those who make our laws and administer our courts will 
not be backward in giving to these rights an efficient 
expression. 
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